
KUWAIT: “KFH’s policy focuses on increasing
sustainable profitability and the core banking
business. This has been translated in the 2015
financial results where KFH posted a net profit of
KD 145.8 million, an increase by 15.3  percent
over last year. The finance portfolio increased by
8.1 percent to KD 8.127 billion, which is a
healthy rate. KFH continues its efforts in expand-
ing its banking business at the level of the Group
while reducing the profits related to market
volatility”, said Kuwait Finance House -CEO
Mazin Saad Al-Nahedh.  

He added in an interview with CNBC Arabiya
conducted at KFH headquarters, that KFH’s
exposure to stocks is minor, indicating that 92
percent of guarantees on offered financing are
against monetary or real estate guarantees. 

Al-Nahedh explained that KFH’s provisions in
2015 reached KD 147 mln, noting that the total
provisions of the Group as of the end of 2015
reached KD 668 million, an increase by 1.83 per-
cent over the same period last year. These provi-
sions are distributed as KD 492 million as financ-
ing provisions, and KD 176 million as investment
provisions.  

He clarified that the non-performing loans
NPLs dropped to 1.98 percent as of end 2015
from 2.46 percent in 2014. They dropped to 3
percent from 3.9 percent for the Group. The cov-
erage of NPLs reached 114 percent. These num-

bers puts KFH on the right track. KFH is continu-
ing its prudent policy in setting aside provisions
against NPLs, noting that the bank had already
set aside provisions against all its NPLs. 

Furthermore, capital adequacy ratio (CAR)
reached 16.67 percent after the distribution of
profits to shareholders as 17 percent cash distri-
butions and 10 percent bonus shares. KFH
shrank its share in Alafco Aviation Lease and
Finance Company to 47 percent from 53 per-
cent, not to mention that the Gulf Investment
Corporation entered as a major shareholder in
the said company.

Al-Nahedh stated that the fluctuations in oil
prices and viewing this commodity as the main
source of the economy affect the budget, indi-
cating that the government has taken several
steps that contribute in boosting the economy.
He calls on further government projects that are
considered vital and energize the market. Al-
Nahedh voiced hope for the government to
issue sukuk or bonds especially that banks enjoy
high levels of liquidity which is a chance for
them to participate in bridging the budget
deficit. 
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KFH focuses on increasing sustainable 

profitability, core banking business 

Al-Nahedh outlines policy in an interview with CNBC

Al-Nahedh speaking to CNBC

MIAMI: A Chevron sign in Miami. Chevron Corp reported financial earnings
on Friday. —AP

BEIJING: Mid-tier Chinese banks are
increasingly using complex instru-
ments to make new loans and
restructure existing loans that are
then shown as low-risk investments
on their balance sheets, masking the
scale and risks of their lending to
China’s slowing economy.

The size of this ‘shadow loan’
book rose by a third in the first half
of 2015 to an estimated $1.8 trillion,
equivalent to 16.5 percent of all
commercial loans in China, a UBS
analysis shows. For smaller banks,
the rate is much faster. This growing
practice, which involves financial
structures known as Directional
Asset Management Plans (DAMPs)
or Trust Beneficiary Rights (TBRs),
comes at a time when some mid-
tier lenders, under pressure from
China’s slowest economic growth in
25 years, are already delaying the
recognition of bad loans.

“These are now the fastest grow-
ing assets on the balance sheets of
most listed banks, excluding the Big
Five, not just in percentage terms
but absolute terms,” said UBS finan-
cial institutions analyst Jason
Bedford, a former bank auditor in
China who focuses on the issue.

“The concern is that the lack of
transparency and mis-categoriza-
tion of credit assets potentially hide
considerable non-performing
loans.”

To provide a buffer against
tough times, banks are required to
set aside capital against their credit
assets - the riskier the asset, the
more capital must be set aside,
earning them nothing.

Loans typically carry a 100 per-
cent risk weighting, but these
investment products often carry a
quarter of that, so banks can keep
less money in reserve and lend
more.

Banks must also make provision
of at least 2.5 percent for their loan
books as a prudent estimate of
potential defaults, while provisions
for these products ranged between
just 0.02 and 0.35 percent of the
capital value at the main Chinese
banks at the end of June, Moody’s
Investors Service said in a note last
month.

At China’s mid-tier lender
Industrial Bank Co, for example, the
volume of investment receivables
doubled over the first nine months
of 2015 to 1.76 trillion yuan ($267
billion).

This is equivalent to its entire
loan book - and to the total assets in
the Philippine banking system, fil-
ings showed. Industrial Bank
declined to comment for this story.

Investment receivables may
include such benign assets as gov-
ernment bonds, but increasingly
they include TBRs and DAMPs at

mid-tier lenders. At Evergrowing
Bank, investment receivables
reached 397 billion yuan in
September, surpassing its loan book
of 290 billion yuan. The bank said
last year practically all of its invest-
ment receivables were DAMPs and
TBRs.

REGULATOR ON ALERT
China Zheshang Bank, another

smaller lender, also saw its invest-
ment receivables double over the
same period, the bank’s prospectus
to sell shares in Hong Kong shows.
Zhang Changgong, the bank’s
deputy governor, said banks were
increasingly becoming return-seek-
ing asset managers, not mere
lenders.

“In the past banks (made loans
and) held assets. Now banks man-
age assets,” he said. The rapid
growth of investment receivables,
from less than $300 billion in 2012,
comes despite a decision in 2014 by
China’s banking regulator to restrict
purchase of TBRs and DAMPs under
repurchase agreements in the inter-
bank market, in a move to restrict
the growth of these assets.

But DAMPs and TBRs soon reap-
peared on bank balance sheets
under the line ‘investment receiv-
ables’. The China Banking Regulatory
Commission (CBRC) is paying close
attention to investment receivables,

officials told Reuters.
China Guangfa Bank’s Tianjin

branch was fined last year for using
its own funds to invest in a struc-
tured product that was providing
$1.5 billion yuan in financing to a
real estate company to avoid loan
recognition and proper provision-
ing, the CBRC said in a note on its
website.

The listing of Bank of Jinzhou,
another small Chinese lender, nearly
derailed last year when it revealed in
documents prepared for the share
sale that it was exposed to troubled
solar company Hanergy Group, pri-
marily through such products.

The bank subsequently sold off
the bulk of its risk. To structure these
deals, a bank typically engages a
friendly trust, securities, or asset
management company to set up a
financing arrangement for a bank
client. The bank then buys the bene-
ficiary rights to the investment
product using a special purpose
vehicle. Typically, the originating
bank assumes all risk should the
borrower default.

“If the originating bank does not
promise to pay from its own pocket
should any default happens, no
trust company would agree to col-
laborate,” said a senior executive at a
Chinese mid-tier bank, who
declined to be named due to the
sensitivity of the issue. —Reuters

China banks’ ‘shadow loans’ 

rose by third in H1 2015

LAGOS: Onele Vincent and his colleagues are fed
up with the rising cost of living. So they decided
to do something about it and led a noisy protest
at a top Lagos hotel where they work. “Things are
more expensive, rent is high, food is high,” Vincent
told AFP last week in the lobby of the Southern
Sun hotel, a favourite of the monied elite, politi-
cians and expatriates. “Everything has increased
and yet the staff salary has remained the same.”
Vincent and the other hotel workers are far from
lone voices in Nigeria, where many are feeling the
pain as Africa’s biggest oil producer struggles to
adapt to the record lows of global oil prices and
its naira currency is under devaluation pressure.

Daily newspaper headlines warn of  “Hard
times ahead”, while many billboards in the com-
mercial hub of Lagos stand stark white, just blank
signs, an indication that companies are trimming
costs. Even high fliers are taking a hit. Importers of
French wine complain that demand has dried up.
Luxury car dealers and real estate agents say busi-
ness has dwindled.

Africa’s leading economy is projected to have
grown by 3.0 percent in 2015, its slowest pace in
over a decade, according to an International
Monetary Fund report in January. Unlike Norway,
which invested hundreds of billions of dollars of
its oil money into stocks, bonds and real estate,
Nigeria spent its riches when times were good.
Now that crude prices have slumped more than
two-thirds since $100 per barrel in mid-2014,
Nigeria is exposed.

Dollar reserves currently stand at a low of $28
billion — $20 billion less than in April 2013. There
is only enough for five months of imports for a
country heavily dependent on foreign goods. 

‘Lack of direction’ 
While the huge drop in oil prices is a major

headache for Nigeria, analysts say it is the govern-
ment’s response that is the biggest cause for con-
cern.  The central bank governor, Godwin
Emefiele, on Tuesday dismissed calls to devalue
the naira in his monetary policy committee state-
ment.

Instead he chose to continue propping up the
currency at 197-199 naira to the dollar and main-
tain foreign-exchange restrictions.  As a result, the
naira on the black market is hovering around a
record low of 305, fuelling complaints from
domestic and foreign businesses who can’t access
dollars needed for imports. 

With little domestic manufacturing and years
of under-investment, mismanagement and cor-
ruption in the oil sector, Nigeria depends on
imports for almost everything, from milk and
machinery to petroleum products. Jittery
investors, fearing the inevitable devaluation of the
naira, have held off doing business in the country
until there is a clearer monetary policy. 

“The situation right now is causing a lot of anx-
iety and uncertainty because no one knows how
to plan for it,” said Anna Rosenburg, emerging
markets analyst at Frontier Strategy Group.
“Everyone is complaining about the lack of direc-
tion from the government.”

Investment limbo 
Attempts to shore up the naira are designed

to protect the nation’s dollar reserves. But the
tight forex controls have led to accusations
growth is being strangled in Africa’s most popu-
lous country. “At this stage, a weaker naira is less
important for fostering the  resumption of need-
ed international investment flows than the lifting
of the foreign exchange restriction,” JF
Ruhashyankiko, a Goldman Sachs economist, said
in an investor note. 

Now Nigeria is in limbo, badly needing foreign
investment but unable to get any.  “If you’re not
attracting those inflows and you’re not generating
a surplus from the export of oil, then it’s going to
be more difficult to sustain foreign exchange
reserves where they are,” added Razia Khan, an
economist at Standard Chartered Bank. 

“That could impact on its perceived credit
worthiness, which isn’t a good thing when Nigeria
is thinking of borrowing externally to fund some
of its more ambitious infrastructure programmes.”

President Muhammadu Buhari last month
announced a record six trillion naira ($30 billion)
budget to avoid a recession, planning to pour
money into massive road and railway projects.

But the budget is based on an oil price of $38
per barrel, above the current market price of
around $33, and relies heavily on borrowed mon-
ey.  After Buhari remarked in December that he
would consider devaluing the naira, some
investors took it as a sign the currency situation
would be resolved early in the new year. Yet on
Thursday Buhari put those hopes on the back
burner, saying on a  visit to Kenya he will not have
the naira “killed” and is “optimistic” his policies will
soon stabilise the economy.  —AFP

Nigeria faces currency woes 

in wake of oil price plunge

BEIJING: China is struggling to reconcile its
push for economic reforms and a freely
traded currency with curbing massive out-
flows of capital sparked by worries over its
slowing economy-and a lack of communi-
cation is fuelling fear. The thorny problem
represents the so-called “impossible trinity”,
as China’s ruling Communist Party seeks to
control the exchange rate and monetary
policy, while at the same time moving to
freer capital flows, analysts said.

Around $1.0 trillion left China last year,
according to Bloomberg Intelligence. In
December alone capital outflow from the
country was nearly $160 billion, it said.

The cash haemorrhage reflects growing
concern about the economy against a
backdrop of volatility in the stock and cur-
rency markets, which has led both
investors and savers to shed their yuan,
also known as the renminbi (RMB).

“The recent flood of capital leaving
China has been driven primarily by
increased scepticism that the People’s Bank
(the central bank) will hold to its pledge to
keep the renminbi stable,” said Mark
Williams, chief Asia economist at Capital
Economics.

At the recent World Economic Forum in
Davos, billionaire investor George Soros
told Bloomberg TV that the world’s second
largest economy, where growth has already
slowed to a 25-year low, was heading for
more trouble.

“A hard landing is practically unavoid-
able,” he said, pointing to deflation and
excessive debt as a reason for China’s slow-
down.

His remarks angered the Chinese media,
which accused him of “declaring war” on
the currency.

Soros-whose enormous trades are still
blamed in some countries for contributing
to the Asian financial crisis of 1997 — in the
1990s led speculators in bets against the
Bank of England, which unsuccessfully
sought to defend the pound’s exchange
rate peg.

No policy to devalue 
The yuan has retreated against the dol-

lar by 1.3 percent since the start of January,
having already slid more than 4.5 percent
against the greenback in 2015.

Beijing keeps a grip on currency flows
and the yuan can only move up or down
against the dollar by two percent daily
from a mid-rate set by the People’s Bank of
China (PBoC), the central bank. But after a
surprise devaluation last August-a move
intended to bring it closer to its market
value according to Beijing-the yuan is
being dragged down by the vast outflows
of capital.

Chinese citizens are allowed to convert
the equivalent of $50,000 from the domes-
tic currency under an annual quota, though
many seek ways to evade the barrier. A
popular method is borrowing the quota of
other people, such as family members.

When the PBoC in mid-December sig-
nalled a change in the way it manages the
yuan’s value by measuring the unit against
a basket of currencies instead of pegging it
to the dollar, the move increased the level
of anxiety. —AFP

China grapples with 

yuan contradictions

Mideast funds 

see risk of further 

losses in markets

DUBAI: Many Middle East fund managers expect to
start rebuilding their regional equities holdings in the
next few months and have become less bearish
towards bonds, a monthly Reuters survey shows.

The survey of 14 leading fund managers, conduct-
ed over the past 10 days, does not suggest funds are
heavily bullish on stocks; many see a risk of further
losses as austerity policies, adopted by governments
in response to low oil prices, weigh on economies. But
the survey does suggest that funds have gone so far
underweight on equities that they feel there is little
room to continue cutting allocations, and that the
next major change in allocations will be to increase
them.

Forty-three percent of respondents expect to raise
their Middle East equity allocations in the next three
months, while 7 percent expect to cut them. That is lit-
tle different from last month’s survey, when 50 per-
cent anticipated increasing equity exposure and 14
percent expected to reduce it.

“Volatility in the international markets increased
pressure on oil prices, which dropped to levels below
many of the Gulf countries’ conservative average
crude price assumptions used for their 2016 state
budgets,” said Mohammed Ali Yasin, managing direc-
tor at Abu Dhabi’s NBAD Securities.

But he added, “We believe the first quarter of 2016
is an opportunity to build a portfolio based on value
stocks with low price-to-equity values and high divi-
dend yields.”

Sachin Mohindra, portfolio manager at Abu Dhabi’s
Invest AD, said that while he expected markets to
remain weak and volatile over the next quarter, there
would be bright spots in some companies that were
resilient to the economic downturn.

The survey also shows managers becoming some-
what less bearish on fixed income, after January’s
global market volatility appeared likely to make the
US Federal Reserve more cautious about tightening
monetary policy. Fourteen percent of fund managers
now expect to reduce their allocations to regional
fixed income and 7 percent to increase them, com-
pared to ratios of 36 percent and zero last month.

UAE, QATAR
The United Arab Emirates remains by far the

favoured equity market among its peers in the region.
Fifty-seven percent of managers expect to increase
exposure there and 7 percent to reduce it, compared
with 71 percent and zero in December.

Qatar also looks like a major beneficiary of any
rebuilding of equities positions. Forty-three percent
expect to increase their Qatari allocations, the highest
level since February 2014, and 7 percent to reduce
them; last month, the figures were 36 percent and 7
percent. —Reuters

KUWAIT: Commercial Bank of Kuwait held
the Al Najma Account draw on 31st
January, 2016. The draw was held under
the supervision of the Ministry of
Commerce & Industry represented by
Saquer Al Manaie.

The winners of the Al Najma 
daily draw are: 

Mohammad Den Mohammad Sarwar —
KD 7000, Romani Malak Ateyah Malak— KD

7000, Sadeqa Sayed Ibraheem Sayed
Hasenny Fard — KD 7000, Abdulaziz Ali
AbdulRedha Abbas — KD 7000, Saleh
Ghloum Ali Mubarak— KD 7000.

Commercial Bank of Kuwait takes this
opportunity to congratulate all lucky win-
ners and also extends appreciation to the
Ministry of Commerce and Industry for
their effective supervision of the draws
which were conducted in an orderly and
organized manner.

Al-Tijari announces 

winners of Najma Account

ABU DHABI: First Gulf Bank, the largest lender
by market value in the United Arab Emirates,
beat estimates yesterday as it reported an 11
percent rise in fourth-quarter profit.

It is the second Abu Dhabi bank to report
positive earnings yesterday after Abu Dhabi
Commercial Bank posted a 16 percent quarterly
profit gain. It had up until now been a broadly
disappointing earnings season for the emirate’s
lenders, with National Bank of Abu Dhabi and
Union National Bank reporting falling profits.

FGB made a net profit of 1.72 billion
dirhams ($468.4 million) in the three months
ending Dec. 31 compared with 1.55 billion
dirhams in the same period a year earlier, it said
in a statement. Analysts polled by Reuters had
forecast an average net profit for the quarter of
1.46 billion dirhams.

The earnings improvement was largely due

to 681 million dirhams of what the bank called
“other operating income”, although it did not
specify what this derived from. This income
helped offset writedowns that had more than
doubled year on year to 507 million dirhams, as
well as a 6 percent decline in fees and commis-
sion income.

Net interest income rose 2 percent to 1.66
billion dirhams. For 2015, the bank said net
profit was 6.01 billion dirhams, up 6 percent
from 2014, which Chief Executive Andre
Sayegh said was achieved despite “a challeng-
ing operating environment”.

In November, FGB cut close to 100 jobs,
sources told Reuters, part of an increasing wave
of redundancies at Emirati banks as they adjust
to deteriorating market conditions caused by
lower oil prices after a period of significant
expansion. —Reuters

UAE’s First Gulf Bank 

Q4 net profit up 11%


